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BY P. BRUNDELL, DEPUTY MANAGING DIRECTOR, 
SKANDINAVISKA BANKEN AB, STOCKHOLM 


As the numeral after the title indicates, this is 
the second article on Northern Traveller’s Cheques 
to appear in this journal. The first, included 
in the issue of the Quarterly Review for July, 
1939, contained a full description of the innova- 
tion constituted by the introduction of a system 
of inter-Scandinavian traveller’s cheques. The aim 
of the present article is to give an account of 
the results so far achieved by the new means of 
payment and to add some general reflections on 
the subject. 

It would perhaps be well to say a few words 
about the special characteristics of the Northern 
Traveller’s Cheque, especially in view of the fact 
that there must be many among the readers of the 
Review abroad who have never come into contact 
with the system. Briefly, it may be described as an 
attempt to create, under combined Scandinavian 
auspices, a uniform traveller’s cheque on the pat- 
tern of the familiar international instrument of 
that name, in order to facilitate and promote travel 
between the four Scandinavian countries. To that 
end the bank associations of the four countries 
signed an agreement in the spring of 1939 to the 
effect that the right to issue traveller’s cheques in 
the currency of one of the four countries should 
be reserved to that country alone. Thus it would 
no longer be possible as had previously been 
done or at any rate planned for, say, a Danish 
bank to provide its customers with its own trav- 
eller’s cheques either in Danish currency or in 
Norwegian, Finnish or Swedish currency. In so 
far as traveller’s cheques in the latter three cur- 
rencies were asked for, the bank would supply 
them out of the stocks of Norwegian, Finnish or 
Swedish traveller’s cheques placed on trust with 
it by its correspondents in Norway, Finland or 
Sweden, respectively. 

This agreement served to check the competition 
between the four countries in the sphere of 
foreign exchange; but it remained to deal with 
the competition between the different banks in 
each country. Indeed, little would have been 
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gained if, for example, every one of the commer- 
cial banks in Sweden — at that time about twenty- 
five in number — had been left free to issue its 
own traveller’s cheques in Swedish kronor, with 
all the complications that such an arrangement 
would have involved when it came to making 
stocks of these cheques available in the other three 
countries. Nor should one overlook the difficulties 
to be overcome in trying to introduce in the market 
so many different kinds of cheques. In order to 
prevent such a development and to create a uni- 
form traveller’s cheque for each country it was 
agreed that the Swedish cheques were to be ad- 
dressed “‘To the Banks in Sweden”, the Danish 
“To the Banks in Denmark” and so on, instead 
of being drawn on a particular bank. But with 
such anonymity how was anyone to know which 
bank was responsible for paying the cheques? 
This problem was easily dealt with by arranging 
that each cheque-form was to bear a “drawee 
number’, indicating the bank in question, within 
a frame immediately after the “address” referred 
to above. This number had no_ significance 
whatsoever for the holder of the cheque, who 
would be able to present it for encashment to any 
Swedish commercial bank -— without, inciden- 
tally, any deduction being made for charges. It 
was only in the process of clearing between the 
banks that the framed number would play its part 
as a signpost for the recovery of the sum paid 
out. 

In this way the problem of uniformity was 
solved for each of the four countries. There was, 
however, a further desideratum — the achieve- 
ment of inter-Scandinavian uniformity in order 
to give the system the maximum effectiveness, 
while at the same time ensuring the greatest pos- 
sible degree of security. This was attained above 
all by centralizing the manufacture of the paper 
used for the cheques in all four countries in a 
single paper-mill, with which agreement was 
reached concerning special precautions to be taken 
in delivering the paper to the various printing 
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works — one in each country — which had 
obtained special authorization for printing the 
cheque-forms. The paper was, of course, of the so- 
called ‘‘security”’ type and bore a special water- 
mark ‘Norden’, appearing diagonally over the 
cheques. The lay-out of the cheques was strictly 
uniform, apart from emblems and language, this 
uniformity being facilitated by the fact that the 
plates for the four types of cheques had been 
made at the same establishment. 

The degree of correspondence between the dif- 
ferent traveller’s cheques can most easily be dem- 
onstrated by reproducing two of them here, the 
Swedish and the Danish types being chosen for 
the purpose. In addition to the denominations of 
Kr. 100 illustrated below, which are reddish-brown 
in colour, there are also cheques for Kr. 50, 
printed in green. In the Finnish series the cor- 
responding denominations are 5000 and 2500 
I‘innish marks respectively (originally 1 000 and 
500 marks). 

Such, in broad outline, was the system of Nor- 
thern Traveller’s Cheques, which was inaugurated 
at the end of June, 1939, after more than six 
months of careful preparation. With it had been 
created for the first time, so far as was known, 
and through the co-operation and mutual trust of 
the commercial banks in a group of countries 
politically independent but economically and 
culturally closely related, a means of payment 
that seemed to promise a model solution of the 
problem of a uniform traveller’s cheque for Scan- 
dinavia. The hopes aroused at the time of its 
introduction were therefore high. How far have 
they been fulfilled ? 

It would be hard to imagine a start more inau- 
spicious from the political point of view than the 
one that the new system actually had. Even at the 
end of June, 1939, the clouds over Europe had 
become extremely threatening, and after only two 
more months the storm broke loose. The second 
world war began its course of destruction, and it 
was soon to strike directly at all but one of the 
Scandinavian countries and moreover to carry 
some of them for several years under the domi- 
nance of different political powers. If anything 

~seertied cloomed to perish in this maelstrom it was 
surely the ‘newborn system of Northern Travel- 
ler’s Cheques, depending as it was for its very 


existence on undisturbed tourist traffic between 
the Scandinavian countries. Trifling though the 
matter was in comparison with the other values 
at stake, it was nevertheless not without a pang 
of bitterness that the originators of the system 
saw all their hard work apparently thrown away. 

The first autumn of the war passed by with 
only a very few Northern Traveller's Cheques 
being put into circulation. The banks, with their 
mutual depots of cheque-forms, waited in vain 
for the demand they had counted upon. To make 
matters worse, it was not long before each. of 
the Scandinavian countries embarked upon a se- 
ries of currency restrictions of a more or less 
drastic character, and the system seemed to have 
received its final death-blow. Soon the whole 
thing fell practically into oblivion. How deep this 
oblivion actually was is best illustrated by the 
following reminiscence. One day in the spring 
of 1940 the then Manager of the Swedish Banks 
Association, Knut Dahlberg, who had taken a 
very active part in preparing the new system, told 
the writer of this article that the Riksbank was 
considering the idea of creating a kind of special 
cheque as a rough and ready means of over- 
coming the difficulties which arose in furnishing 
travellers to neighbouring countries — for in 
spite of everything there were such travellers — 
with the necessary travel currency instead of the 
banknotes which could no longer be taken over 
the frontier. What could we commercial banks 
suggest in that respect ? “‘Why, we have the North- 
ern Traveller's Cheques”, was the spontaneous 
answer, True enough! The problem of a special 
cheque was speedily solved, the functions proposed 
for it being taken over in their entirety by our 
Northern Traveller's Cheques. It was only neces- 
sary to supplement the system with a few stipula- 
tions, of minor importance from the technical 
point of view but required because of the pre- 
vailing currency restrictions, for the existing needs 
to be met in an almost ideal fashion. Thus, para- 
doxically enough, the very currency restrictions 
that were at first expected to ring the knell of 
the Northern Traveller’s Cheque system were 
instead destined to foster its early existence and to 
be an important, even a decisive, factor in keeping 
it alive during the lean years of the war. 

While the war lasted, travel even within Scandi- 
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Danish traveller's cheque, placed 
by a Danish bank in trust with the 
Skandinaviska Banken, which appears 
as the drawer. Also in facsimile. The 
most usual type for inter-Scandinavian 
circulation. The numeral 5201 below 
the amount is the clearing number 
of the Skandinaviska Banken and is 
intended to facilitate the work ot 
sorting at the Danish drawee bank 
whose clearing number — 3 001 — 
is to be found in the space agreed 
upon. 


Mavia was very limited, and the sale of traveller’s 
cheques was consequently small. A change came, 
however, in the very first years after the con- 
clusion of hostilities, when travel assumed pro- 
portions that had hardly been expected. It was 
“a new type of traveller that above all contributed 
to this development — the “currency tourist”. 
In view of the shortage of goods, or perhaps one 
ought rather to say the hunger for the ordinary 
necessities of everyday life, that prevailed in the 
countries directly involved in the war, it was nat- 
ural that Sweden should be regarded by the rest 
of Scandinavia as a sort of Mecca for the tourist, 
a place where the most urgent requirements of 
essential articles could be satisfied. Northern 
Traveller's Cheques provided the ideal method of 
carrying cash for this purpose in so far, of 
course, as foreign exchange could be made avail- 
able in the traveller’s country. The summer of 
1947 brought an almost embarrassing rush, when 
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facsimile with the drawee bank (Skan- 
dinaviska Banken with the clearing 
number 5201) as drawer. In this ver- 
sion intended for the Swedish mar- 
ket and for depots outside Scandi- 
navia, 
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Norway introduced a provision allowing every 
Norwegian citizen to acquire Kr. 200 in Swedish 
currency simply by presenting his passport at a 
bank dealing in foreign exchanges. ‘The result was 
a heavy stream of “tourists’’ making their way 
in sailing or motor boats to all parts of the west 
coast of Sweden, all provided with Kr, 200 in 
traveller’s cheques, of which every Norwegian 
bank had held ample stocks for some considerable 
time. 

The “field work” of this particular summet 
gave the banks some useful experience. It was 
seen that the system was too unwieldy. Based as 
it was on the international pattern so far as its 
actual administration was concerned, it required 
the selling bank in one country to notify the 
drawee bank in the other country, from which 
the cheque-forms had been received in trust, ot 
every item issued, together with a specimen of the 
purchaser’s signature and an advice of the com- 


mission due to the drawee. The drawee bank in 
its turn had to acknowledge receipt of the advice 
and later, item by item, check from lists prepared 
on the basis of these advices the numbers, 
amounts, signatures and other details of the 
traveller’s cheques coming in from circulation. It 
was comparatively easy to cope with this work in 
normal times when the turnover was small, but 
when business swelled to such an extent as in the 
instance referred to, with enormous numbers of 
cheques coming forward every day the banks were 
nearly overwhelmed by the work involved. At 
times the bigger drawee banks found themselves 
with a backlog of cashed cheques representing 
several thousand kronor waiting to be dealt with. 
This, needless to say, was an undesirable state of 
affairs from many points of view. 

In order to remedy matters and to try to bring 
about a simplification of the system, a conference 
took place in Oslo in October, 1947, between 
representatives of the bank associations of the 
four Scandinavian countries. The conference 
settled down to deal radically with the situation. 
A thorough discussion made it clear that it would 
be possible without running undue risks to re- 
commend the abolition of any kind of advices 
and to base control on the return of the paid 
traveller’s cheques to the bank which had sold 
them, this bank being at the same time debited 
with the amounts involved. The question of com- 
mission could easily be dealt with by the simple 
device of providing that the drawee bank’s share 
of this was to be debited to the bank holding the 
cheque-forms in trust immediately the cheques 
were delivered. Accordingly, new regulations on 
these lines were introduced in the course of the 
autumn of 1947. As the innovations only con- 
cerned internal organization, outwardly everything 
remained unchanged. Since the new system was 
introduced it has functioned to everyone's satis- 
Taction. 

It should be noted here that the new method of 
procedure is confined to the Scandinavian coun- 
tries. The ld provisions still apply to cheque-forms 
placed in trust with banks in other countries 
abroad, partly because these provisions conform 
to the accepted international practice and partly 
because there is no urgent need to recast them, 
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since the sale of Northern Traveller’s Cheques in 
such countries has so far been on a very limited 
scale. The reason why the system has not attracted 
more attention outside Scandinavia than it has is 
no doubt to be sought in the complicated foreign 
exchange situation prevailing ever since it was 
inaugurated. In this connection, however, it is to 
be noted that current exchange regulations place 
no obstacles whatever in the way of the cheques’ 
being used by any foreign tourist, though only in 
the country to whose banks they are addressed. It 
is, indeed, not without a certain apprehension 
that we in Scandinavia are awaiting what the 
Olympic Games in Helsinki this summer will 
involve in this respect. Traveller’s cheques in Fin- 
nish marks should be a convenient way of ar- 
ranging cash, no matter from what country the 
journey is undertaken. 

No collected statistics on the business done in 
Northern Traveller’s Cheques are available, but 
some idea of its volume can nevertheless be gained 
from the quantity of paper supplied for the 
cheque-forms. As already pointed out, the paper 
supply is centrally arranged, and it is therefore 
possible to calculate the quantity involved. Up to 
the present time the four printing works have 
received from the paper-mill very nearly 21 tons 
of “security” paper, 9 tons of this being green 
(for 50-kronor cheques) and 12 tons reddish- 
brown (for 100-kronor cheques). Of this total 
321/» per cent. has remained in Sweden, while 32 
per cent. has gone to Denmark, 28 per cent. to. 
Norway and 7'/2 per cent. to Finland. How much 
has been delivered by the printing works to the 
banks in the shape of finished cheque-forms is not 
known in detail. As a guide for estimating the 
turnover it may, however, be mentioned that 
35 900 sheets go to every ton of paper and that 
every sheet yields 16 cheque-forms. Thus in all 
approximately five million 50-kronor cheques and 
7,9 million 100-kronor cheques, representing a total 
amount of nearly 95 million kronor, have been 
or could have been produced from the available 
supply of paper. What proportion of this has 
actually been produced or put into circulation is 
a matter that eludes every attempt at an estimate. 
Quite naturally, a not inconsiderable portion of 
the printed cheque-forms are kept in reserve by 
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the numerous banks holding such forms in depot 
for each other. In any case the impression cannot 
be avoided that the system has made considerable 
progress so far. 

We in Scandinavia sometimes ask ourselves 
why it is that a system of traveller’s cheques 


on similar lines to ours has not been adopted else- 


‘where. One would have thought that the pro- 
“fuse growth of traveller's cheques in practically 
every country in the world, with all the dif- 
ficulties it involves, would long ago and long 
before our own attempt was made — have in- 
spired a solution of the problem similar to that 
we have adopted here. But what are the dif- 
ficulties referred to? They consist in getting many 
different types of cheques existing in each coun- 
try known and recognized as generally and univer- 
sally acceptable means of payment in the hands 
of tourists. It is not a satisfactory state of affairs 
when as now happens in some of the leading 
tourist centres in Europe, the traveller’s cheques 
of the various banks are scarcely accepted in gen- 
eral circulation — that is to say in hotels, restau- 
rants, shops, etc. — and, what is worse, not even 
by competing banking institutions, but have to be 
presented for encashment by the holder direct to 
the drawee bank which is at the same time the 
‘drawer. This last point recalls one special char- 
acteristic of the Northern Traveller’s Cheques that 
is perhaps worth attention. In the case of the 
Northern cheques the drawer may well be the issu- 
ing bank itself, this being the rule as regards inter- 
Scandinavian circulation, whereas the cheques for 
other countries on the international pattern are 
generally delivered printed with the name of the 
bank from which the cheque-forms have been 
received in trust (the drawee bank) as the drawer 
(see illustrations). The arrangement used with 
the Northern cheques had its special purpose 
from the beginning. It enabled the bank holding 
the cheque-forms in trust — often a small in- 
stitution — to appear to its customers purchasing 
the cheques as the owner of a payment instru- 
ment, by virtue of its name printed on the cheque 
as the issuer. A further point worthy of notice 
is that the Scandinavian system renders it un- 
“necessary to keep several instruments in depot 
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for the same currency. When traveller’s cheques 
are made out “To the banks in.... (such and 
such a country)” there is no longer the same 
competitive motive for insisting that one’s own 
cheques must be used as far as possible to the ex- 
clusion of others — an attitude which in practice 
means that a Swedish bank, for example, has 
to keep five or ten types of traveller’s cheques in 
French francs or English pounds, all with cer- 
tain differences from each other as regards ap- 
pearance, calculation of commission, method of 
notification, etc. In this way a great deal of 
clerical work is saved. 
* 

In the foregoing article the writer has taken 
the liberty to proffer some advice to his col- 
leagues abroad and to make certain observations. 
His boldness in doing so may perhaps be ex- 
cused since at the time this is being written he 
is about to lay down his post in the Skandina- 
viska Banken after more than forty years’ bank- 
ing service, and he therefore ventures to regard 
these reflections as a kind of testament. When 
these words are read his departure, which is 
to take place at the time of the Bank’s Annual 
General Meeting on March 18, will already be 
an accomplished fact, and he would therefore 
like to use this opportunity to take leave of the 
readers of this Review, and particularly of his 
many friends abroad. In an article in the Review 
a year or two ago he spoke, in connection with 
an address of velcome to the Third International 
Banking Summer School which was held at 
Saltsjébaden about that time, of the international 
brotherhood constituted by the leading forces in 
the commercial banks of the world, and of the 
importance that the ties of friendship formed 
by these forces over the course of years meant 
for the maintenance of the banking service that 
world trade requires. To have been a member 
of this fraternity for so long a time and to have 
had the pleasure of co-operating in, among other 
things, the formation of the system which is the 
subject of this article, and which is in its way 
a typical example of the “‘fraternity’s” import- 
ance in actual practice, will always remain a 
source of particular gratification to the author. 
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MILD INFLATION FOR EVER? 


BY PER JACOBSSON 


After the first world war there were many 
who hoped for “peace for ever” and, during 
the period in which production in the United 
States was increasing rapidly and there were 
distinct signs of recovery elsewhere in the world, 
a growing belief in “prosperity for ever” was also 
to be found. After the depression in the 1930s 
and the second world war, bitter disappointments 
had made people more cautious; but, even so, 
there were those who dared to prophesy and who 
asserted that there would be “cheap money for 
ever’. Now this, too, is beginning to seem doubt- 
ful since so many central banks have increased 
their discount rates. But there is always some- 
thing left to believe in, and the latest forecast 
runs “mild inflation for ever’. It is not merely 
amateurs and outsiders who indulge in_ these 
prophecies. Views of this kind have recently been 
expressed in four articles written for the ““Econ- 
omist” by a special correspondent and also been 
put forward by the much-read Professor Sumner 
H. Slichter of Harvard University; in both cases 
they have given rise to a rather widespread discus- 
sion as to what the future trend of prices is likely 
to be. 

As is well known, actual price movements after 
the second world war revealed a strong upward 
trend. It is true that in the United States there 
was a slight price fall during a short-lived reces- 
sion in 1949 and that there was a period of rela- 
tive price stability in the spring of 1951; but if 
the whole post-war period is taken into account, 
American wholesale prices will be found to have 
risen by over 60 per cent. since the summer of 
1945, and elsewhere in the world the number of 
countries in which the upward surge has been 
arrested is still limited. 

Those who are prepared to reconcile them- 
selves to a continuous rise in prices are, of course, 
anxious to explain that they do not fear any 


violent inflation (of the kind which, for instance, 
destroyed the German mark after the first world 
war) but they insist that they are realistic enough 
to recognise that in our modern society govern- 
ment expenditure is likely to be very heavy and 
that, moreover, the actions and demands of a 
number of pressure groups (trade unions, 
farmers’ associations, etc.) are likely to cause 
a gradual rise in prices. The observers in question 
note that this will permit a steady increase in 
money wages (dear to the trade unions) and 
further alleviate the annual charges weighing 
upon farmers who have contracted debts. They 
admit that there will be some persons, including 
owners of bonds and holders of insurance policies, 
who are not likely to get compensation for the 
rise in prices, but they think that the bulk of the 
citizens will find ways of protecting themselves 
against the continuous fall in the purchasing 
power of money. Investors can buy shares and 
other real assets, the value of which will rise 
with the increase in the general price level; wages 
can be protected by arrangements for sliding 
scales (or what the Americans call “escalator 
clauses”) ; even bonds may be issued with provision 
for the amounts paid as interest and amortisation 
to increase as and when the cost of living ad- 
vances. Thus — it is urged — a period of mild 
inflation may not be so great a calamity after 
all but may become part of the “normal” monetary 
system of the future. 

In examining this problem of a continued state 
of mild inflation, the first question which we 
have to consider is whether it will really be pos- 
sible (as is contended) to protect oneself against 
the rise in prices. Those who are owners of “old” 
government bonds or insurance policies will prob- 
ably have to be left to their fate — as they have 
been hitherto during the price rise in recent 
years; but will all those who save be provided, 
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from now onwards, with opportunities for invest- 
ments of the desired type, enabling them to hedge 
against the consequences of the inflation? Mort- 
gage companies may issue bonds the service of 
which may be brought into relation to the income 
earned from fixed property, and industrial com- 
panies may also be able to promise compensation 
in the event of rising prices. But what about 
banks and other institutions which maintain their 
assets in money or money claims? How will they 
manage? Most governments have no large do- 
mains to fall back upon; will they be willing to 
inaugurate a system which is likely to militate 
against their own possibilities of obtaining funds 
from the market, since they may no longer be 
able to offer as favourable conditions as other 
borrowers? And is the investor going to believe 
in promises of compensation? After all, the ex- 
perience of recent years with regard to gold 
clauses and similar devices has not been such as 
to inspire any great confidence in the sanctity of 
contracts as far as securities with a constant-value 
clause are concerned. 

If rates of interest in the long and short-term 
markets were allowed to rise, there would be a 
semi-automatic compensation for the fall in the 
purchasing power of money (as the American 
economist, Irving Fisher, pointed out had been: 
the case in the years 1900—14, when it was 
gradually coming to be understood that it was 
better to hold real assets than money claims, and 
those who sold securities, etc. had consequently 
to offer prospective buyers a somewhat higher 
-interest rate than previously). But those who 
prophesy the continuance of a mild inflation do 
not seem to foresee any radical departure from 
cheap money — at least they say nothing about 
such a change. Should inflation continue, even 
in a mild form, it will be impossible to avoid 
many injustices. But it is one thing to sustain 
losses during a war — when sacrifices have to 
be made — and quite another thing to be subject- 
ed to a never-ending downward drag through 
declining money values. 

It is to be noted that these ideas about a “mild 
inflation” have arisen in the Anglo-Saxon 
countries. On the continent of Europe this could 
hardly have happened; for there the nations have 
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either themselves experienced the evils of a 
boundless inflation or have seen it happen next 
door, so they are much more wary of treading 
such a path. While there was only a slight rise 
in prices, it was possible in many countries to 
finance reconstruction and other works with 
issues of paper money, the moderate inflation 
thus giving rise to a kind of “forced saving”. 
But the success of such financing presupposes 
that the public will continue to act in a more or 
less normal way even when the volume of money 
increases. Should the public become nervous, 
those who receive payment in money are likely 
to speed up their purchases; in this way the 
velocity of circulation will increase, and when 
that happens the price rise will become accen- 
tuated. Not only will there be then no forced 
savings but a serious decline in normal savings 
will ensue — and when such a point has been 
reached there is nothing for it but to call a halt 
and adopt a stabilisation policy, however harsh 
the requisite measures may have to be. 

Perhaps it is thought that in the Anglo-Saxon 
countries the reaction of the public to the threat 
of inflation will not be as violent as it has been 
on the continent of Europe. But in the United 
States in the autumn of 1950 (after the outbreak 
of the conflict in Korea) and in the following 
winter it could be seen what fears were beginning 
to be entertained with regard to the value of the 
dollar and how the public had suddenly gone in 
for a spell of buying. It is interesting to remember 
that the situation thus created induced the author- 
ities to make a change in their credit policy, 
which together with other measures was sufficient 
to arrest the rise in prices. 

We must further remember that the price and 
money mechanism, which — notwithstanding all 
planning — still provides the active and equili- 
brating forces in our economic life, must not be 
treated too roughly and inconsiderately. Most 
people will agree that this mechanism cannot be 
expected to work under conditions of a wild in- 
flation; but even a mild one may impair some of 
its important functions. Its proper working clearly 
presupposes that there should be no excess of 
money; only then will, for instance, increased 
imports, by absorbing part of the domestic pur- 
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chasing power, set goods and services free for 
increased exports and thus help to maintain 
equilibrium in the balance of payments. 

It may be thought that the position of an 
individual country might be eased as far as its 
foreign trade relations are concerned if all the 
principal countries were to proceed along the 
path of a mild inflation at approximately the 
same pace. Such uniformity in movement does 
not appear to be likely, however — for one 
reason because the reactions of the public, 
prompted by their particular experience in the 
past, will probably vary considerably from country 
to country. 

But an excess of money will be a cause of 
distortion in the internal economy as well as in 
relations between countries. As is often pointed 
out, an increase in interest rates has a double 
effect: on the one hand, it becomes an element 
of increase in costs; on the other hand, by helping 
to make money scarcer it will tend to force costs 
and prices down. When, however, an excess of 
money obtains (as, for instance, the result of 
direct financing of government deficits by the 
central bank), it is possible that the cost-increasing 
influence will become preponderant — and this 
means that in such a case, higher interest rates 
will lead to higher prices. Moreover, there is a 
general danger that continuance of even a mild 
inflation will militate against the development of 
a sound capital market; and, in the absence of 
such a market, commercial and industrial enter- 
prises are apt to turn to the commercial banks 
for what is, in reality, the financing of long- 
term investments, although maybe disguised as 
short-term accommodation. If there is to be a con- 
tinuous mild inflation there will very likely be pe- 
riods in which the supply of money will be ex- 
cessive, and when this happens the ordinary rules 
of economic life will be so far brought out of 
play that it will be impossible to count on a 
normal functioning of the price and cost mecha- 
nism. By now the belief that control measures 
can form a sufficient safeguard against a series 
of recurrent crises has been more or less ex- 
ploded. Behind the wall of exchange controls 
prices tend to rise, and if the process is allowed 
to continue it leads to a deterioration of the cur- 


rency and to another devaluation. It cannot be 
repeated too often that against these dangers 
there is only one safeguard, viz. currency con- 
vertibility based on a genuine equilibrium between 
the volume of money and the real resources in the 
internal economy — which means that all in- 
flationary tendencies have to be suppressed. From 
the point of view of labour, it ought to be clear 
that it is not the increase in money wages that 
counts but the level of real wages, and, as has 
always been the case, this depends primarily on 
the volume of savings and investments. It is in 
the countries like the United States and Switzer- 
land, with a rate of net saving corresponding to 
nearly 15 per cent. of the national income, that 
the workers have secured the highest standard of 
living; and in both these countries there is still 
a profound belief in the national currency. 

But all theoretical arguments apart — what is 
likely to happen, considering the existence ot 
powerful pressure groups, at any rate in the 
United States? The probability is that changes 
in the general trend of business (the causes of 
which are as yet not fully kown) will prove more 
important than the influence exerted by particular 
interests. At the moment the economy of the 
United States is characterised by a split into two 
contrasting divisions; on the one side is the arma- 
ments sector, where business is booming as a 
result of the expenditure of more than $ 50 mil- 
liard on defence, and on the other side is the 
civilian sector, in which — contrary to many 
prophecies — prices of textiles and of such dur- 
able consumer goods as refrigerators, television 
sets, etc. have shown a persistent weakness. These 
are not signs pointing to the inevitability of a per- 
manent and continuous inflation. As recently 
pointed out by Dr Marcus Nadler in a study of 
“Inflation or Deflation”, account must be taken 
of a widespread belief that a major war will 
sooner or later be followed by a business de- 
pression, even if, for a few years, an excessive 
supply of money and an accumulation of invest- 
ment requirements give a temporary fillip to 
economic life. We can already see important 
forces at work. There will be no reason to capit- 
ulate before the difficulties which are likely to 
arise, it being, indeed, the réle of monetary 
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management and other official forms of influence 
to try to moderate extreme movements, alleviate 
hardships, and promote such adjustments in the 
supply of money and in the commodity and labour 
markets as are likely to restore equilibrium be- 
tween costs and prices and thus provide the basis 


for continued economic progress. While the com-* 


ing depression, if such there must be, may still 
be far off, it can already be said that it should be 
easier this time to prevent any degeneration into 
such a calamity as occurred in the 1930s. In the 
United States, fortunately, steps have been taken 


to guard against a misuse of credit and wide- 
spread bank failures; and in the mortgage market 
and other branches of the economy in that country 
there is now greater evidence of strength than 
ever before. Even so, business must be prepared 
for further periods of declining prices, in which 
it will have to bear the brunt of keen competition 
and will have to do its own share in the task of 
re-establishing general balance, while the author- 
ities will have to see to it that the burdens placed 
on the private economy are not so great that 
flexibility and initiative are seriously impaired. 


PENSION FUNDS AND CAPITAL PROBLEMS 
Orbe WL DIS haG © MPANITES 


The capital reserved by Swedish business for 
company pension plans has for a long time as- 
sumed considerable proportions. In 1950, ac- 
cording to an estimate by a pensions committee, 
the funds reserved for pension benefits for em- 
ployees, either by the establishment of pension 
trusts or by the purchase of contracts from in- 
surance companies, exceeded 2 500 million kronor. 

Since then, company pension funds have in- 
creased at a rapid pace, largely owing to the 
broadening of the base for pension benefits by in- 
creases in salaries and especially to the recent 
practice of including the cost-of-living allowances 
in the regular salaries. Pension funds may at 
present be estimated at 3 000—3 500 million kro- 
nor, or an amount equivalent to approximately 
half of the capital and reserves of all Swedish 
industries employing more than 50 workers. 

The very existence of these huge pension funds 
must of necessity influence the problem of sup- 
plying the companies with capital, regardless of 
whether the pension reserves are administered by 
the companies themselves or transferred to in- 
surance undertakings for subsequent investment 
in the open market. 

These pension funds are, however, up to now 
to a large extent reserved for the salaried em- 


ployees in private business; a minor category 
when viewed in context with the comprehensive 
pension schemes envisaged in Sweden. Should 
therefore the same method of establishing large 
capital funds be applied to pension schemes em- 
bracing the entire population, the funds required 
would be of such an astronomical order as to be 
economically absurd. As a matter of fact, sug- 
gestions have been made to refrain from the 
accumulation of pension funds also in respect of 
salaried employees’ schemes. But this in turn has 
raised the question whether such a step would lead 
to a detrimental reduction in savings. This com- 
plex problem will be made the subject of an in- 
quiry by an expert committee in the near future. 

The special problem of pension funds invested 
in and managed by the companies themselves is 
more easy to survey. These funds have indeed 
undergone a rapid growth in recent years, the 
companies’ capital resources having simultaneously 
diminished relatively, owing to the effects of 
inflation and heavy taxation. Pension reserves 
managed by an individual company do not fall due 
for retirement, as do ordinary loans, nor can they 
be called on short order. In other words, they 
serve to bolster the companies’ liquid position in 
the manner of its own capital. [t is therefore in- 
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teresting to note that these pension funds, both 
quantitatively and qualitatively, have recently 
come to serve as a compensation for the capital 
deficiencies of the companies. It is of course also 
tempting to any company which would have to 
pay, say, 4 % interest on its outside loans, to as- 


sume the management of its own pension funds 


at 21/4 %, the conventional rate for insurance. 

In this Quarterly an annual statistical survey is 
given of the returns of 70, large, for the most 
part exchange-listed industrial, trading and ship- 
ping companies with an aggregate turnover of 
7200 million kronor in 1950. During the period 
1947—1950, for which comparable figures are 
available, the own capital of these companies 
declined from 60.7 to 55.9 per cent. of their total 
outstanding debts, or by about 5 per cent. of ag- 
gregate debts. The pension funds of all these com- 
panies are not accurately known. Available in- 
formation refers, however, to pension reserves 
which from 1947 to 1950 have increased from 2.5 
to 4.9 per cent. of the total debts of all the com- 
panies. Half, or possibly considerably more, of 
the relative decline of the capital resources of 
these companies has therefore been compensated 
by the investment of pension funds in their 
business. Some pertinent extracts from these sta- 
tistics are given in the following table: — 


70 industrial, trading and shipping companies 
Millions of kronor 
1947 1948 1949 1950 


Own capital resources 3 403 3519 3 702 4017 

Borrowed capital. . . . 2206 2417 2 601 3173 

Total 5 609 5 936 6 30 7 190 

Pension funds included in : i 
the borrowed capital 

(Incomplete statements) 140 172 227 351 

In per cent, of total debts 
OMAN HPN sy Ge 60.7 59.3 58.7 55:9 
Pension finds) wees 24/5 2.9 3.6 4.9 


Total 63.2 62.2 62.3 60.8 


According to a summary rule frequently laid 
down, the total capital of a company should consist 
to at least 60 per cent. of its own capital resources. 
This rule, however, no longer applies to the 70 
companies reported on. Smaller companies are 
even more unfavourably situated in this respect. 


From an investigation made by the Industrial Insti- 
tute for Economic and Social Research in respect 
of earnings and capital conditions of all industrial 
companies employing more than 50 workers, it 
becomes apparent that their own capital resources 
have been less than 50 per cent. of their total debts 
during the postwar years; from 1947 to 1949, 
their own capital decreased from 49.9 to 47.9 per 
cent. of total outstanding debts. 

This development is similar to the one which has 
befallen the larger and financially stronger com- 
panies, and it is to be expected that the relative 
decline of the own capital resources of industry 
in general will prove to have been still more rapid 
in 1950—1951. The many share issues offered 
during the last year have not brought about any 
significant change in this respect, since in most 
instances they were in the nature of bonus issues 
which did not bring fresh capital to the issuing 
companies. Notwithstanding the lack of accurate 
information as to the size of the pension funds 
administered by these industrial companies, it nev- 
ertheless appears that the reserves set aside for 
pension purposes have been of a major order in 
recent years; for 1947—1949 it may be estimated 
that a minimum of 464 million kronor has been 
funded for such schemes, or about 80 per cent. of 
the total capital reserved for all company funds 
and foundations. 

The question of the size of the own capital of 
a company depends of course of how the real- 
value assets of the company have been booked. 
If the real values of such assets are expressed in 
increased book values in the deteriorated currency, 
the own capital may be increased correspondingly. 
The possibility of such adjustments will however 
generally appear quite limited to the company 
managements. 

For many reasons the establishment of pension 
funds by the commercial banks is of special in- 
terest. For one thing, salaried employees consti- 
tute the principal personnel category of banks, and 
their pension benefits therefore assume consider- 
ably greater economic importance to the banks 
than to industry. Moreover, in recent decades, 
and particularly during and after the war, the 
banks have reserved large funds which to a major 
extent ensures the pension benefits of their em- 
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ployees. The establishment of the Bank Employ- 
ees Pension Society in 1935 has been of great 
importance in this context. It is to be found that 
the pension funds of the banks, which via the 
Society or otherwise are being invested in the 


business of the banks, has increased from 15 | 


million kronor in 1935 to at least 260 million 
in 1951, equivalent to an increase of from 2 to 
23 per cent. of the own capital of the banks. 
To this amount should be added some 60 million 
kronor in pension reserves invested in bonds and 
other securities or real property; the total pension 
funds of the commercial banks may therefore now 
be estimated at about 320 million kronor, or 29 
per cent. of their visible capital resources. 
Above has been pointed out that pension funds, 
invested in the companies, have cooperated with 
the own capital in preserving the liquidity. This 
is, however, not the case in the banks where the 
liquidity requirements are regulated by law. Un- 
der this legislation the pension funds deposited 
with the banks are regarded as borrowed capital 
and the banks are in consequence thereof re- 
quired to keep a liquid reserve against the 
non-existing risk that the pension capital thus 
deposited will be withdrawn on short notice. An 
amendment to the effect that pension funds of 
this character should cease to be regarded as 
ordinary deposits would not restrict the govern- 
ment’s power to prescribe the scope of bank lend- 
ing and hence the degree of the banks’ liquidity. 
Such an amendment would, however, contribute 
to a more accurate conception of the actual state 
of liquidity of the different banks and would, 
“moreover, make it possible in the banks as well 
‘as in other companies for pension funds to under- 
take some of the functions of the own capital. 

But the greatest objection to be raised against 
the accumulation of large funds for meeting fu- 
ture pensions commitments is of course the losses 
incurred owing to the deterioration of the cur- 
rency. It goes without saying that there is less 


relevancy in objecting to pension funds being ad- 
ministered by companies with real-value assets 
than to investments of such funds and other long- 
term capital in bonds and similar nominal-value 
assets. 

From a realistic point of view, it is quite ap- 
parent that future developments will in the long 
run be characterized by sustained inflation. What 
is uncertain is only the degree of this deterioration 
of the value of money. 

If the economic development once more will 
enter into a similar rhythm of a mild and “mo- 
derate” inflation which characterized the period 
prior to the first world war and, in part, also the 
interwar years, a situation will return when the 
costs, in the form of interest and inflationary 
losses, of company administered pension funds 
will be less than the interest charges on borrowed 
capital, and even more so the dividends (inclusive 
of taxes) on newly-issued share capital. For this 
reason and in view of their stable character, utili- 
zation of pension funds may on the given assump- 
tions be regarded as well warranted as a means 
of capital procurement by many companies. 

If, however, future economic developments are 
deemed to be inseparable from a strong infla- 
tionary movement, then the future becomes a great 
deal more uncertain. If the companies under such 
circumstances allow inflation to deter them from 
reserving funds for future pension commitments, 
it must be assumed that the danger of inflation is 
of such an order that it as a rule would frighten 
savings capital from all nominal-value investments 
and thus make the capital procurement of the 
companies more difficult and expensive. A priori, 
one may therefore not preclude the possibility, 
that under such conditions, too, reasonable use will 
be made of pension funds in company financing 
in order to protect the liquid position of a com- 
pany against excessive borrowing of capital. 
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PUBLIC FINANCES AND INFLATION 


In recent years the fact that high taxes have 
an inflationary effect has become deeply im- 
pressed on our consciousness. In so far as taxes 
are not used as a form of compulsory saving or 
to finance increased production their yield is 
channelled into public expenditure to the detri- 
ment of production and of private saving. Among 
business men and the larger taxpayers the urge 
to economise on expenditure is weakened by the 
knowledge that their outgoings will to a large 
extent be offset by the resulting reduction in 
taxes payable. During the last few years “tax- 
mindedness” has begun to spread even among 
those in the lower income brackets. The rapid 
change in the distribution of incomes in the com- 
munity which has been the most outstanding re- 
sult of the expansionist taxation policy has un- 
doubtedly reduced the volume of individual sa- 
ving and has thereby contributed to the inflation- 
ary rise in prices. These unwelcome effects of 
high tax pressure have been established by a 
number of economists, working to some extent 
on the basis of actual experience. 

Thus i. a. the well-known economist Mr. Colin 
Clark has devoted several articles, which have 
attracted a good deal of attention, to the infla- 
tionary effects of taxation. Mr. Clark has put 
forward the thesis, based on statistical material 
drawn from many countries, that if taxation in 
a non-totalitarian country in peace-time claims 
more than 25 per cent of the national income, 
there will be an imminent risk of inflation. The 
principal reason for this is, he says, that since 
taxation is usually particularly severe on in- 
creases in incomes, high taxes will result in a 
weakening of the employer’s ability to resist the 
demands for higher wages, and this will start 
a cumulative process of inflation. (Incidentally, 
the material assembled by Mr. Clark reveals, 
among other things, that during the years im- 
mediately preceding the war Sweden was one 
of the lowest-taxed countries in the world.) Mr. 


Clark’s articles have given rise to a great deal 
of discussion, and, while certain criticisms have 
been put forward, these have not been levelled 
at the main thread of his argument but merely 
at some of his statistical conclusions — a matter 
which need not be discussed here. 

If we ask ourselves to what extent the national 
income of Sweden has been claimed by public 
activities, we are posing the question in more 
general terms than Mr. Clark has done, since 
he has confined himself to investigating the size 
of the taxation in relation to the national in- 
come. If, however, we want to establish how 
large a proportion of the national income is dis- 
posed of by the public sector, we must also take 
into consideration such public investments as are 
not financed from taxes or other current revenue. 

As far as the central government is concerned, 
its share of the Swedish national income could 
be reckoned as the sum of the revenue on the 
working budget and the total gross investments 
of the State, after deducting investments financed 
by the working budget. The share of the local 
authorities would be regarded as the total of 
their revenues (excluding grants from the central 
government) and their net borrowings. If the 
amounts estimated in this way for the public 
sector are calculated on the basis of the calendar 
year instead of the fiscal year, the following 
would be the approximate sums disposed of by 
the public authorities: 


Mill. kr. 
Average 1946 1947 1048 1 
1938—39 48 949 1950 
Central Govt... 1,622) 4,456 4,827 5,509 5,697 6,118 
Local Authorities 1,078 2,006 2,352 2,738 3,380 3,750 
Total 2,700 6,462 7,179 8,247 9,077 9,868 


As will be seen, the above figures show a 
very steep rise as compared with the prewar 
years. In fact, the increase is even greater than 
the rise in the national income. If, in this con- 
nection, we assume the national income to be the 
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sum of all goods and services becoming avail- 
able during the year within the country, it may 
be approximately estimated at the amounts in- 
dicated below. The following table shows both 
the size of the national income and the per- 
centage of that income disposed of by the public 
authorities. i 


Average 


1938—39 1946 1947 1948 1949 1950 


National Income 


(mill. kr.) . 12,930 23,820 26,960 28,960 20,420 31,600 
Share of Public 
Authorities (%) 21 27 27 28 31 31 


The above figures show that the proportion of 
the national income which in various ways has 
reached the hands of the public authorities has 
risen steeply during the postwar years, while 
at the same time it is considerably higher than 
it was before the war. The percentages arrived 
at in the manner described do not, of course, 
justify us in concluding that the central and 
local governments have appropriated so large a 
proportion of the national income for their own 
activities. To a large extent the authorities are 
only acting as intermediaries in the process of 
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redistributing the incomes in the community. 
During the last few fiscal years about one-third 
of the revenue on the State working budget has 
been utilised for mere income transfers, and the 
local authorities also use a certain portion of 
their revenue in this way. It is therefore per- 
haps somewhat misleading to assert, on the basis 
of the present figures, that in 1950 the public 
authorities claimed 31 per cent. of the national 
income. On the other hand it would be true to 
say that 31 per cent. of the national income was 
administered by the public authorities, 7. ¢. that 
they had the right to decide how such an im- 
portant part of the total income should be used. 
When, moreover, it is realised that these author- 
ities only use a small part of the funds they 
dispose of for productive purposes, it appears 
that the very considerable increase that has oc- 
curred since prewar times in the share of the 
national income accruing to the public authorities 
has been a development directly contrary to what 
is desirable, namely the holding back of con- 
sumption and the encouragement of private sa- 
ving. 
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WAGES AND PRODUCT TY iiss 


BY EINAR HARDIN, 
INDUSTRIAL INSTITUTE FOR ECONOMIC AND SOCIAL RESEARCH 


If today’s discussions of wages are compared 
with those of the interwar period, it will at once 
be noted that the notion of increasing productivity 
now enters the discussion in quite a different 
way. Several reasons may be given for this 
change. First of all, it has become more generally 
accepted that a continual increase in productivity 
is in the long run the main, if not the only, 
source of increasing individual consumption. Per 
capita consumption can of course be increased 
to some extent by the abolition of unemploy- 
ment, by improved terms of trade with other 
countries, by an increase in the labor force as 
a proportion of the total population, by a length- 
ened work-week, or by a decrease in the propor- 
tion of national output allocated to investment. 
After this limit has been reached, per capita con- 
sumption can be increased, in the long run, only 
by a continuous increase in output per man-hour. 
The extension of vacations and the decrease in 
the length of the work-week mean a further 
limitation of the possibility for increased con- 
sumption per capita and make, therefore, a con- 
tinued increase in productivity particularly im- 
portant. 

It is naturally in the interest of the individual 
or the group to receive a fair share of the in- 
creased consumption which an increase in pro- 
ductivity is thought to permit. It is understand- 
able that the idea has arisen that the wage level 
ought to rise in proportion to the increase in 
productivity. If one chooses the definition of 
productivity described below, and if the general 
level of wages changes in proportion to the 
change in productivity for the economy as a 
whole, then labor receives a constant percentage 
of any increase in total production. Wages may, 
of course, be tied to productivity in other ways as 


well; the changes in wages in a particular in- 
dustry may, for example, be tied to the changes 
in productivity in that industry, the result being 
that wage earners receive an unchanged per- 
centage share of the increased output of their 
own industry. 

While wage earners often find it important that 
real wages and productivity move together it is 
more important from the point of view of the 
economy as a whole that nominal wages and 
productivity move together. The frequent pro- 
posals that changes in wages should be tied to 
changes in productivity rest in fact not only on 
a certain concept of a fair wage but also upon 
the notion that this linkage would facilitate the 
achievement of price and financial stability at 
some level of employment, of a sufficient cur- 
rency reserve, or of some other important policy 
objective. 


What Is Meant by the Concept of Productivity? 


One of the difficulties encountered in discus- 
sing the proper relation between wages and pro- 
ductivity is that the concept of productivity has 
a different content according to the kind of 
problem in which it is used. Common to nearly 
all definitions of productivity is that they concern 
the relationship between a certain volume of pro- 
duction and the volume of a factor of production, 
commonly labor, used in producing it. Both the 
volume of production and the quantity of labor 
can be measured in many ways, and thus the 
various measures of productivity differ in con- 
tent and meaning. 

In the questions discussed here, it is primarily 
the real national product per man-hour which is 


relevant. By national product is meant the sum 
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total of the values created in the economy during 
a given period, for example, one year. This sum 
consists of the sales value of all goods and services 
produced minus the costs of materials, fuel, and 
power consumed in the production process. The 


result is the gross national product. This total 


must be further reduced to allow for depreciation 
on capital equipment in order to arrive at the net 
national product. All components for different 
periods are adjusted to the price level which 
prevailed in a single period in order to reach the 
real net national product. If the real net national 
product is divided by the total input of labor in 
man-hours, the result is the real productivity for 
the whole economy. The real productivity of an 
industry, a branch of an industry, or an enter- 
prise can be ascertained in analogous fashion. 

The meaning of this concept of productivity 
can be made clearer by considering the types of 
events that may lead to productivity changes. 
These types can be grouped in two categories. 
In the first category are the changes in technique, 
in organization, and in intensity of work within 
the different production units. If a_ technical 
change leads to a decrease in waste of raw mate- 
rials in any given process, a smaller sum than 
before is subtracted from the value of the prod- 
uct. As a result, the net national product rises, 
and to the extent the reduction of waste is ac- 
complished without additional labor, productivity 
increases. If some other technical change means 
increased mechanization and decreased use of 
labor, productivity is affected in two directions: 
the numerator decreases by the amount of de- 
preciation on the additional capital equipment and 
the denominator decreases by the reduction of 
labor requirements. Thus the result can logically 
be either an increase or a decrease in productivity 
although, in general, an increase probably takes 
place. Assuming no changes in price, the resultant 
net product (productivity times the number of 
man-hours) constitutes the amount which can be 
allocated to wages, interest on borrowed capital, 
profits, and business taxes. 

The second category of changes in productivity 
involves the redistribution of labor among enter- 
prises, industries and so forth. If a group of 
employees moves from one plant to another, it 


is conceivable that the net product of the first 
plant declines by a smaller amount than that of 
the second rises. The net movement of workers 
from agriculture to industry in Sweden during 
the past decades has no doubt been accompanied 
by important changes in productivity. 

Both of these categories have great significance. 
In the actual course of events they are naturally 
intimately associated. A firm that increases its 
working force, often makes technical and orga- 
nizational changes at the same time. 

A factor which is not taken into consideration 
in this measure of productivity is the terms of 
trade with foreign countries. Changes in the 
terms of trade, seen from the point of view of 
the economy as a whole, can have the same effect 
as changes in productivity. More specifically, the 
relative changes in export and import prices 
largely determine whether a given volume of ex- 
ports can yield a larger or a smaller volume of 
imports for use in consumption and investment. 


Productivity and the Ability of the Economy 
to Pay Wages 


It was pointed out above that much of the 
interest in productivity changes that is evident in 
discussions of wage policy, rests on the idea that 
certain goals with respect to the economy as a 
whole can be achieved more easily if changes in 
wage levels match the changes in productivity. In 
ordinary phraseology it might be said that in- 
creases in productivity are thought to measure 
the economy’s ability to pay higher wages. Dis- 
agreement and ambiguity concerning economic 
goals and, therefore, the ability to pay have been 
great, it is true, but there seems to be a general 
assumption of certain desirable ends in terms of 
the general price level, of financial stability, and 
of the balance of payments; and a certain allo- 
cation of the available resources to consumption, 
investment, and the public sector is generally 
subsumed. 

In order to clarify the connection between in- 
creases in productivity and the ability of the 
economy to pay wages, it may be well to consider 
the ways in which an increase in the level of 
wages can affect the attainment of these general 
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economic goals. Provided that an increase in 
wages does not lead to unemployment, it produces 
an increase in the consumption demands of wage 
earners, as well as in their taxes and savings. 
The possibility of satisfying the additional de- 
mand for consumers’ goods without general price 
increases depends partly upon the demands for 
the country’s resources which investment, foreign 
trade, and public activity are able to make. When 
some idea of the size and strength of these de- 
mands is available, the relative size of the allot- 
ment for consumption can be ascertained. The 
possibility of satisfying total demand depends 
partly on changes in the terms of trade, but im- 
provements in the terms of trade may easily give 
way to deterioration. Hence, given the level of 
employment, increases in productivity alone pro- 
vide a permanent basis for satisfying additional 
demands, among them the demand for increased 
consumption. 

Assuming no relative changes in the savings 
or tax payments of wage earners, in investment 
expenditures, and in public expenditures from the 
net national income and no changes in.terms of 
trade, consumption and wages can rise at the 
same rate as productivity without creating a ten- 
dency to an excess of demand or to an increase 
in the general price level. Under the same as- 
sumptions a decrease in wage levels in pace with 
a decrease in productivity creates neither a de- 
crease in demand nor a fall in prices. 

In general these are the assumptions under 
which a productivity-based wage change does not 
disturb the attainment of the goals envisioned for 
the whole economy. Indirectly, this indicates the 
situations in which the attainment of these goals 
is not guaranteed by such a productivity-wage 
relationship. If a change in the allocation of 
resources seems probable or desirable — for 
example, through a variation in the terms of 
trade, in wage earners’ propensity to save, or in 
proposed changes in foreign currency reserves 
or stockpiles of materials essential to defense 
changes in the economy’s ability to pay higher 
wages can be either greater or less than the 
changes in productivity. If such a changed allo- 
cation of resources is accepted, it is often not 
possible to let the wage level change at the same 
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rate as productivity and to avoid, at the same 
time, disturbances in financial stability and in 
the level of prices. A decrease in the share of 
the national income devoted to investment with- 
out a corresponding increase in the share devoted 
to consumption constitutes an example of the kind 
of situation which causes conflict between pro- 
ductivity-based wage determination and attain- 
ment of general economic goals. This does not 
mean, however, that some other wage policy 
would always be able to solve these problems. 
When there are great changes in the propensities 
to consume and to invest, and in the terms of 
trade, it may be necessary to alter not only the 
wage policy, but national fiscal and monetary 
policy as well. 

What has been said concerning the connection 
between productivity and ability to pay applies 
to the case in which the general wage level is 
made dependent upon the general development 
of productivity. If wages are related to produc- 
tivity by industries or by groups of industries, the 
evaluation of the consistency of this relationship 
with general economic goals may possibly appear 
somewhat different. It is doubtful, however, that 
short-run differences will be very great. 

Even in the cases in which productivity in- 
creases measure the additional ability to pay, it 
should be noted that it is not possible simply to 
permit an overall wage increase of the same per- 
cent as the increase in productivity. This is pri- 
marily due to the fact that those changes in- 
productivity caused by the re-allocation of labor 
among enterprises are often followed by what 
might be termed automatic wage increases for 
the re-allocated workers. A certain portion of 
the capacity for wage increases is thus claimed 
quite automatically. A similar situation arises 
when piece-work earnings (including commissions 
on sales, etc.) rise as a result of increased in- 
dividual performance and, less appropriately, in 
connection with technical and organizational im- 
provement, a part of the effect of which manage- 
ment permits to fall to the account of its own 
employees. Only the unused remainder can be 
used for the overall wage increases or for ad- 
justing the wage structure. 

To sum up, it may be said that the capacity of 
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the economy to make increases in its general 
wage level may be either greater or less than 
the amount indicated by increased productivity. 
To what extent tying the wage level to changes 
in productivity would create greater difficulties 


for the attainment of general economic goals than _ 
some other wage policy clearly depends on the 


kind of alternative proposed. For the present it 
~can be assumed that, given full employment, a 
wage level not tied to productivity will systemat- 
ically rise more rapidly than productivity. If this 
is the case and if no long-run increase occurs in 
wage earners’ savings, the introduction of a 
system of wage increases based on productivity 
will facilitate the attainment of economic goals. 


How Does the Productivity Wage 
Affect the Individual Firm? 


Generally speaking, it can be expected that any 
significant change in wages will affect the firm 
in one or more ways: in connection with pro- 
duction, prices, employment, substitution, invest- 
ment, and rationalization. If the wage rate for 
the firm is related to the general change in pro- 
ductivity in the whole economy, or in a large 
group of firms, the level of wages lies entirely 
outside the firm’s control. The firm can, of 
course, affect a wage rate arrived at through 
collective bargaining, but as a rule this influence 
seems to be rather limited. The direction and ex- 
jent to which the firm’s decisions and profit 
situation are affected by such a wage-produc- 
tivity linkage for a larger group of enterprises, 
obviously depends on what wage level would have 
been established in ordinary collective bargaining. 
It is hardly possible to come to more general con- 
clusions on this point since the price-cost rela- 
tionships possibilities for rationalization, and 
market conditions differ widely among firms. 

The changes in wages for a single firm could 
also be related to its own changes in productivity. 
In this case the effects of the productivity con- 
nection will be different from the cases discussed 
above. Thus the wage bill in every firm will com- 
prise a constant share of the real net production 
‘value, while a wage tied to a more broadly based 
productivity ratio would in all probability lead to 


a fluctuating share to wage earners. Assuming 
constant prices, or at least, assuming no increase 
in the product-factor price ratio for low-produc- 
tivity firms relative to the product-factor price 
ratio for high-productivity firms, the result will 
be a greater dispersion in profit rates and a 
smaller dispersion in wage levels on the broader 
productivity base than if the wage rate were 
based on the productivity index for each firm. 
The changes in production, employment, and not 
least, productivity itself, will develop quite dif- 
ferently in the two cases as a result. 

If wage changes are tied to the productivity 
of the individual firm, another significant con- 
sequence arises. The firm cannot reasonably re- 
gard the wage level as a market price largely 
independent of the firm’s own activities. When 
drawing up plans for rationalization, consider- 
ation must be given to the fact that the effective- 
ness of the program will affect the future de- 
velopment of wages, and this in turn will affect 
the profitability of the rationalization plan itself. 
The direction and extent of the mutual effects 
on the enterprise are uncertain. Much depends 
on the extent to which machinery can replace 
labor, the relationship between machinery costs 
and hourly earnings, and the equilibrium among 
the various operations in the production process. 
It is possible, however, that this sort of wage- 
productivity linkage, more than the linkage on a 
broader productivity base, can lead the firm to 
a greater utilization of its possibilities to increase 
productivity without any considerable investment 
in real capital. 


A Comprehensive Appraisal Ought 
to Be Postponed 


It is clear that the question of tying wage de- 
velopments to productivity is a complicated one. 
In the scope of a short essay only a small number 
of its aspects can be considered. Many questions 
have been entirely neglected, among them the 
practical question whether productivity as here 
defined can actually be measured. Other questions 
have been left unanswered, since the reactions of 
the economy are in many respects quite unknown. 
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Only after the problem of wages and produc- 
tivity is illuminated from these many points of 
view, can any comprehensive appraisal be made. 
The interest in maintenance of general economic 
stability and in the allocation of additional con- 
sumption opportunities to various groups of wage 


earners and to others has, up to the present, 
wholly overshadowed the interest in increasing 
future consumption. For this reason it is partic- 
ularly important that the productivity-wage re- 
lationship and its influence on the development 
of productivity itself be given greater attention. 
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The General Situation. The cold war has re- 
sulted in a division of economic activity both in 
America and western Europe. One half of this 
activity has concentrated itself on full-scale 
production for rearmament, accompanied by an 
intense demand for labour and raw materials, 
notably for iron, steel and coal; and the other 
half has concerned itself with civilian production 
where supplies frequently exceed a demand that 
has been curbed in many instances by an ex- 
pected fall in prices. As far as Europe is con- 
cerned, it must also be borne in mind that the 
turn of the year brought the end of Marshall 
Aid which during the period of four years had 
contributed to a general economic recovery in 
Europe, including a 65 per cent. increase in in- 
dustrial production. Continued large-scale Amer- 
ican aid to Europe and to other continents is 
being directed mainly towards rearmament and 
thus intensifies only one side of production. 
Dollar aid to Europe was, of course, accompa- 
nied by greatly increased American exports. And 
when the flow of commodities in the opposite 
direction was stemmed by such factors as a de- 
clining American demand, America’s export sur- 
plus increased by some 2,000 million dollars in 
1951, and an even more acute dollar shortage 
was the result. In Great Britain and France, 
to mention only the countries principally affect- 
ed, the foreign exchange crisis gave rise not only 
to internal difficulties but also to certain drastic 
import restrictions which may impede interna- 
tional trade and the work of the EPU. 

When viewed with Swedish eyes, this devel- 
opment is particularly important for the export 
possibilities of the Swedish forest industries 
which were extraordinarily favourable last year 
and are now seriously threatened. When one 
considers also the strain upon the Swedish econo- 
my caused by the wage-price spiral and far- 


reaching credit restrictions and taxation, it may 
be interesting to examine some of the major 
statistical data illustrating important features of 
the economic development up to the beginning 
of this year. 
Annual Increase, in % 

1945-50 1950-51 Pow oe 

(mean averages for 

initial & final years) 
Cost of living index: 


incl. taxes & social benefits. . 2 19 23 

(Sil Re ey > ye tl 15 19 
Hourly wages: 

adult male workers ..... 7 20a 2d 

>» female » A an ee ish I — OE 

Wholesale prices: 

A ICGOMMOCINLES pe: ei eer ee 32 26 

import goods . 5 Bp oe 20 13 

EXPOLLE COOCS aamrcmedar alg ee ee 79 44 
Industrial production, volume: 

AIUMINGUSHTIES S50 cote uc tue ese 4 3 

CApllal COOUS: tl tery mcr ese 6 6 

consumer goods . me 2 fe) 
PXMOnts male ame na seeCteD os ean (20 61 47 
igomafonnichy © EP as ted Wee pert co. ae! SI 15 
EXports;VOlUME Gas ea Wi on oe) 2 2 
Imports, > ae ae fe) 18 
Notesin circulation... «0s. 5 3 5 12 16 
Bank deposits. . 5 13 18 


Developments from 1945 until 1950, taken as 
a whole, present to the observer of today a 
picture of an economy in a comparatively balanced 
progress. Production and exports soared after 
the end of last war, and wages rose by an annual 
7 per cent. for men and 11 per cent. for women 
— an annual increase in real wages of 5 and 9 
per cent., respectively. Wholesale prices rose at 
a rate of 3 per cent. per year, with the exception 
of export prices which increased by an annual 9 
per cent. from what had been a comparatively 
unfavourable initial position. Nevertheless, in- 
flation continued in the absence of effective 
counter-measures, notes in circulation and bank 
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deposits increasing at an annual rate of no less 
than 5 per cent. 

Recent developments, however, compare most 
unfavourably with this picture. Inflationary 
pressure in 1951 led to an increase of 12—I3 
per cent. in notes in circulation and bank depos- 
its. At the same time the cost of living increased 
23 per cent. when including taxes and social 
benefits, and 19 per cent. when deducting them. 
There was a simultaneous increase of 20 to 23 
per cent. in wages. Another wage round this year 
resulted in a little more than a 10 per cent. in- 
crease for industrial labour and in substantial 
wage and salary adjustments for other groups. 
The cost of living is now 40 per cent. over and 
above the figure at the end of last war, an in- 
crease of which three quarters are accounted for 
by the past two years. 

The cost of living must be expected to in- 
crease considerably also this year as a result of 
the settlement reached in the middle of March 
on agricultural wages, prices and subsidies. Wage 
increases and other higher expenditures in agri- 
culture have been assessed at 328 million kronor, 
of which 245 million (including 100 million for 
stem rust damage and other non-recurrent ex- 
penses) are to be covered by subsidies; 42 million 
kronor are offset by higher prices; and 41 million 
kronor will not be compensated for. In addition, 
further price increases are expected to result 
from higher costs to the trade. Nationwide collec- 
tive bargaining was originally expected to result 
in a 10 per cent. wage increase which, it was 
estimated, would raise the cost of living by 
roughly 3 per cent. corresponding to another six 


Production index 
of the Federation of Swedish Industries. 
(1935 = 100.) 


units of the cost-of-living index. Now that wage 
increases have turned out to be appreciably 
higher, the cost-of-living index must be feared 
to increase this year by at least 6 per cent., 7. ¢., 
from its present 204 units to the critical figure 
of 216 which will release, under the present 
contracts, another round of nationwide collective 
bargaining for compensation for cost-of-living 
increases over and above the figure of 210. 
Production trends are unfavourable, the annual 
rate of increase in industrial production having 
dropped last year from 4 to 3 per cent. Official 
quarters reckon with a mere 2 per cent. increase 
for this year, but higher production in agri- 
culture and other fields is expected to offset 
part of this decline. In Sweden as elsewhere, 
employment trends are far from uniform in the 
different industrial groups. The industries manu- 
facturing capital goods last year reported a 
production increase of 6 per cent., as against 2 
per cent. for the consumer goods industries. Pro- 
duction in the shoe and textile industries dropped 
substantially during the latter months of 1951, 
and there were certain lay-offs. With a view to 
supporting the woollen industry, the Government 
has placed defence orders for nearly 50 million 
kronor worth of woollen fabrics corresponding to 
four or five years’ consumption. The difficulties 
confronting large sectors of the capital goods 
industry are of a different nature and principally 
hinge on shortages of raw materials and of skilled 
labour. Orders on hand were last September 


Wholesale Price Index of the Board of Trade. 
(1935 = 100.) 


General Index. 


—— Import Prices. 
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sufficient to keep the engineering industry busy 
for some 16 months ahead, and in the shipbuilding 
industry it will probably take 3'/» years to build 
the tonnage ordered but not yet under construc- 
tion. 


Manpower in industry last year increased by 


about 18,000 as a result of the attraction of ° 


labour from other fields, notably agriculture, and 
the employment of alien labour. A questionnaire 
circularized last autumn to 4,000 firms represen- 
ting three quarters of the country’s industry was 
answered to the effect that an additional 32,000 
workers were needed if conditions governing 
production, raw materials and markets remained 
the same, and that another 10,000 people would 
be required if the shortage of raw materials, 
marketing difficulties and similar impediments 
could be overcome. The same inquiry showed 
that industry has planned and partially carried 
out most comprehensive investments. Those en- 
visaged for last year amounted to 1,740 million 
kronor, three quarters of which had been carried 
out by the beginning of October 1951. Invest- 
ments planned to be carried out this year amount 
to 2,080 million kronor, or 20 per cent. above last 
year’s figure. The future of these plans depends, 
however, on the granting of building permits, 
the availability of raw materials and of man- 
power, and on financial resources that are not 
affected by current credit restrictions. 

The Swedish forest industries, during last year 
the source of about 55 per cent. of the country’s 
exports, have benefited from an intensified de- 
mand and considerably higher prices. This has 
been analysed in the last issue of this periodical. 
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As will be seen from the table above, last year’s 
volume of imports increased by 18 per cent., and 
most of it was paid for by a mere 2 per cent. 
increase in the volume of Swedish exports. This 
increase — in terms of money about 1,000 mil- 
lion kronor — may well be jeopardized in the 
future by the recent drop in prices and the im- 
port cuts abroad. Wood pulp prices are expected 
to drop in some markets by 20 per cent. during 
the second quarter of this year, and a similar fall 
in prices is reported for paper products. Other 
export industries were affected by foreign ex- 
change difficulties in certain European markets 
and in South America. 

In spite of the international scarcity of coal, 
many of the fuel problems confronting industry 
and the country as a whole were offset by a 
mild winter and by a gradual improvement in 
the supply of electrical energy and oil fuels. Also, 
satisfactory quantities of coal have been ensured 
for the current year under various trade agree- 
ments. 

There was to all appearance comparatively 
good business in the retail trade during the 
quarter under review. One of the reasons were 
the numerous sales in certain branches, which 
were prompted by the large stocks kept by dealers 
and manufacturers alike. On the other hand, the 
new credit restrictions seem to have caused a 
greater restraint in buying, or at least an in- 
creasing tendency to buy on credit. At the same 
time, these very measures for the restriction of 
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customer credits are considered necessary in many 
trades to make funds available for rationa- 
lization. 

Sweden’s foreign trade, favoured on the whole 
by satisfactory price and market conditions, 
showed a good balance of trade also in the recent 
past. The six-month period September 1951 to 
Februari 1952 shows an export surplus of 616 
million kronor, in contrast with an import sur- 
plus of 483 million during the same period one 
year earlier. 


Imports Exports plate 
(Million kronor) 
Jan-—Veb. 1939. =) 337 274 63 
> > 1946% .. 408 364 44 
> DL OA simon 7.5 341 364 
> Sy GY 6 Go GASH 519 268 
> ay MOOG o 6 Fixo) 590 126 
> LOS Ome 7170 756 14 
» 2a LOST re tes 50 967 389 
> GOR > 5 o wos I 611 65 


As will be seen from the table further down, 
considerable changes in Sweden’s foreign trade 
with several countries took place last year under 
the influence of different price trends for various 
commodities. Higher prices for wood pulp thus 
doubled the exports to Great Britain and resulted 
in a Swedish export surplus of over 250 million 
kronor. Western Germany, Sweden’s second- 
largest trade partner, continued to expand her 
export capacity rapidly and, in her imports from 
Sweden, concentrated less than before on forest 
products. The result was an import surplus of 
over 300 million kronor on the part of Sweden, 
instead of an earlier export surplus. The trade 
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with the dollar area has lost none of its earlier 
difficulties. The import surplus in Sweden’s trade 
with the United States increased from 168 to 
384 million kronor last year, Swedish exports 
to the United States paying no more than 56 per 
cent. of Swedish imports from there (68 per 
cent. in 1950) — and this in spite of the fact 
that great part of Swedish exports to the United 
States consisted of wood pulp which has been 
enjoying a boom. Imports payable in dollars are 
subjected to severe restrictions for fear that 
dollar earnings might diminish. In the import 
plan for the first six months of 1952 last year’ S| 
figure has therefore been cut down by 10 per 
cent. to roughly 550 million kronor, of which 
one third has been allocated for liquid fuels. On 
the other hand, an export surplus in Sweden’s 
trade with Argentina and Brazil in the aggregate 
amount of about 330 million kronor has given 
Sweden a fairly large foreign exchange balance. 


Foreign Trade with the Most Important Countries, 
Fanuary—Dec. 1950 and 1951 


Million kronor 


Imports Exports Trade Balance 
1950 I95I 1950 I95I 1950 1951 
Great Britain 1215 1495 812 1750 —403 +255 


United States .. 524 864 356 480 —168 

B¥anice tals Be 389 451 250 521 

Netherlands . . . 274 435 345 500 + 71 + 65 
Belgium.y sas sus 240 535 218 383 — 22 —152 
INOTWEY 1 sk ce 18r 298 513 542 +332 +244 
Denmark , < « . 214 235 334 412 +120 +177 
Poland 2s snes 207 372 167 264 — 40 —108 


Brags « «bats 201 279 232 341 
Argentina... . . 15t 138 109 405 
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The strong expansion of the foreign exchange 
holdings of the Riksbank that took place last year 
continued during the first quarter of the current 
year, but at a somewhat slower rate. From the 
beginning of this year until mid-March the gold 
and foreign exchange holdings of the Riksbank 


increased by 46 million kronor to 2,424 million, 


-as follows: 


Foreign Payments Position of the Riksbank and the 


Commercial Banks 


Million kronor 
1950 I95I I95f 1951 1952 
33/ 


; 3°/ 12 3°/6 3125), 
OC er 466 588 666 690 
BOM Tee ore x os 493 443 377 217 
Gold and dollars under 
the EPU Agreement . = - — 166 
EPU foreign exch... . 310 148 94 1021 
Other foreign exch. . . —II5 —130 5 284 


Tetal 1154 O49 TiI42 2378 2424 
Net claims on internat. in- 
ByibmtiOns*) . << + < « — — — 98 98 


Total 1154 1049 1142 2476 2522 


*) International Monetary Fund and International Bank 


_for Reconstruction & Development. 


In the accounts with EPU, Sweden’s surplus 
has continued in recent months. When accounts 
were closed in the middle of March, Sweden’s 
total claims on EPU amounted to 766 million 
kronor. In addition, for the period December 
1951 to February 1952, Sweden had received 
from EPU 331 million kronor in gold and US 
dollars. 

Riksbank holdings of bonds and Treasury bills 
continued to drop — since the beginning of this 
year until mid-March from 2,821 million to 2,447 
million kronor. This is explained partly by the 
fact that supporting Riksbank purchases on the 
bond market have ceased for some time, and 
partly by repurchases of bonds from the Riks- 
bank by the National Debt Office which availed 
itself of price equalization fees from industry. 


The Credit Market. After last year’s strong- 
ly inflationary developments in Sweden, the 
question again presented itself at the beginning 
of this year whether bank lending policies should 
be subjected to further restrictions. Ever since 


the end of last war, many quarters have been 
urging a tightening of credit as an important 
instrument of a policy of stabilization; but there 
has been a continued refusal to do so in the tra- 
ditional way, 7. e., by higher interest rates together 
with a stringent monetary policy on the part of 
the Riksbank. Other methods were tried instead. 
An agreement containing rules for a qualitative 
examination of bank credits was concluded in 
1947 between the Riksbank and the credit in- 
stitutions, and these rules still apply today. How- 
ever, it proved to be extremely difficult to bring 
about a sufficiently effective tightening of credits 
through this qualitative control, and in the autumn 
of 1950 rules for a quantitative limitation of 
credits were therefore added as a complement. 
The then existing requirements for cash balances 
in the banks were stiffened by new cash reserve 
regulations of a temporary nature. These meant, 
briefly, that the banks were obliged to keep a 
certain minimum balance on current account at 
the Riksbank, the minimum corresponding to a 
certain percentage of their liabilities. In addition, 
there was a minor upward adjustment of all 
interest rates. This first move toward a more 
rigorous monetary policy was not, however, fol- 
lowed up by the Riksbank. Instead of tightening 
the money supply, the Riksbank at the end of 
1950 and all through 1951 by providing the 
market copiously with liquid funds enabled the 
banks greatly to expand credits without impair- 
ing their liquidity. As a result, the Riksbank in 
1951 enriched the market with 768 million kro- 
nor of additional money, in contrast with a mere 
175 million in 1950. 

Early this year the Riksbank and the com- 
mercial banks resumed negotiations with a view 
to tightening current credit restrictions. The 
resulting agreement, which was concluded early 
in February and is to continue until the end of 
the first half of this year, broadly implies that 
the banks will have to step up their liquidity until 
the end of June by degrees laid down in a 
jointly accepted schedule. Under this agreement, 
a progressively increasing part of bank liabilities 
(excluding deposits in saving accounts), scaled 
in proportion to the size of the bank concerned, 
must be kept in cash or placed in_ gilt-edged 
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securities. In addition, the banks have under- 
taken not to raise the current rates of interest 
on unencumbered mortgages, municipal loans, and 
loans against the security of gilt-edged bonds. 
The temporary regulations introduced in 1950 
for cash reserves have been superseded by this 
new agreement. 

In an effort to compensate the banks for the 
deterioration in business which would otherwise 
have been the inevitable result of these new 
requirements, the Government created investment 
opportunities adapted to the needs of the banks. 
Two short-term bond loans were thus issued 
primarily for the commercial banks — _ one 
23/4 % and one 3 % loan of approximately three 
and five years’ maturity, respectively. Subscrip- 
tions to these two loans, the amount of which has 
not been fixed, totalled 284 million kronor by the 
middle of March, the subscribers being almost ex- 
clusively banks. As a further facility for the 
banks to place their surplus money, a new type 
of Treasury bills has been issued with 15 months’ 
validity at an interest rate of 21/2 %. The agree- 
ment between the Riksbank and the commercial 
banks was soon followed by other agreements 
with the savings banks and the insurance com- 
panies to ensure a strict credit restraint also in 
these fields. 

The new restrictions will no doubt have far- 
reaching effects for the commercial banks. As 
a first step toward greater liquidity, any future 
increase in deposits will have to be placed in 
liquid assets. As a second step, it will probably 
be necessary for many banks to cut down a 
considerable part of their present credit volume 
in order to reach the required degree of liquidity. 


eee 


All categories of borrowers will certainly feel 
the effects of the new credit restrictions. Fresh 
credits will be granted only after the closest 
scrutiny and with rigid restraint. There will be 
stiffer amortisation requirements in connection 
with the renewal of loans. The firms will have 
to cut down their credit requirements for current 
business by reducing their stocks and other in- 
vestments, and by collecting debts more rigor- 
ously. Unproductive credits —- for buying a 
villa, for instance — will have to be declined 
altogether. No little adaptability and wisdom will 
have to be shown by the banks lest the ad- 
ministration of these new restrictions create 
great economic difficulties for many a business. 

As a result of the agreement with the Riks- 
bank, advances by the commercial banks in Feb- 
ruary dropped by 71 million kronor to 9,996 
million. Advances are now about 60 million kro- 
nor below the figure reported for the end of 
November last year. Deposits, on the other hand, 
increased over the past three months by 239 mil- 
lion kronor. This rise is, of course, partly attrib- 
utable to the crediting of interests in January 
and to customary seasonal fluctuations caused by 
tax payments; but another reason was the release 
by the Government, in January, of sterilized 
profits and of price equalization fees. The trend 
in deposits and advances during the period No- 
vember 1951 to February 1952 has increased the 
surplus of deposits by over 300 million kronor 
and in consequence has appreciably improved 
liquidity. Among the liquid assets there has been 
a strong increase in Treasury bills and bonds, 
whereas holdings of cash have diminished. One 
of the main reasons for this development is the 


> , 4 oe x “» . 
Bank Deposits and Funds of Insurance Companies 


Dec. 31, 1938 


Dec sr 1945 Dec. 30, 1950 Dec. 31, 1951 


i : Mill. kr. % Mill. kr. % Mill. kr. % Mill. kr. % 
ae anks ee ee eat ES OSS 30.6 5 468 28.5 7437 27.9 7 So2 26.6 
oe Office Savings Bank. ...... . 606 5.0 1 394 7.3 2 7 3 8 5 ; 
Agric. Credit Mnstitttions . . ... . .. 59 0.5 193 I , ws i aes ie 

eee ae 5 : Se 404 15 456 1.6 

Total 4350 36.1 7055 36.8 8 

: 8 
| 3 9984 37.5 10583 36.1 
ee aaa. 3447 28.6 5 304 27.6 7 695 28.9 *) 8 200 28.0 
IME 5 ek ee ee oh BOO 25,3 6846 35.6 8686 33.6 10 513 38% 
Grand total 12057 00,0 19 205 100.0 26 609 100.0 7 = 29 au6 seh fe) 


*) Estimated amount. 
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fact that since February 8 the banks are no 
longer obliged to keep a certain minimum balance 
at the Riksbank and were thus able to increase 
their holdings of short-term Government securi- 
ties at the expense of those balances. 

Last year’s steep decline in the value of money 
is reflected in the movement of capital handled 
by the financial institutions. As shown in one 
of the accompanying tables, the typical savings 
institutions — savings banks, the Post Office 
Savings Bank, and the insurance companies — 
had to find that their share in the total capital 
involved had diminished in 1951, whereas insti- 
tutions handling money for business and similar 
activities, notably the commercial banks, had in- 
creased their share. By the end of 1951 the com- 
mercial banks had slightly surpassed the ratio 
that had obtained both in 1938 and in 1945, 
which means that they more than recovered from 
the decline their share had undergone during the 
last few years. 


Position of the Commercial Banks 


1950 ro) Si 1952 
Assets (in mill. kr.) Febr. Febr. Nov. Dec. Jan. Febr. 
SeASHaee. ts, St so, s 26, 7720 5239-936) 760. 639 
Treasury bills . . . 826 658 1535 1279 1423 1725 


Swedish bonds. . . 884 672 532 569 629 # «780 
Advances in Sweden 8030 9 23810063 999010067 9 996 
Assets abroad ... 266 284 337 381 362 353 
Sundry accounts . . 410 462 645 889 419 480 


Total 10 942 12 086 13 935 14 044 13 669 13 973 
Liabilities (in mill. kr.) 
Deposits in Sweden 8634 9 268 10 430 I0 282 10 279 10 669 
Liabilities abroad. . 585 831 979 972 958 888 


Share capital and 
reserve funds . meMOOO Oskar O75 (2 01T LItT rrr 


Sundry accounts - 714 956 1448 1679 1321 1 303 
Total 10 942 12 086 13 935 14 044 13 669 13 973 


The Stock Market. The year began with a 
sluggish and undecided Stock Exchange. The 
first week of January certainly tended toward 
some liveliness, but the rest of the month showed 
an altogether dilatory tendency with a marked 
stagnation in business. The uncertainty surround- 
ing Government designs with regard to the ex- 
cess profits tax and export fees, together with 
disquieting economic developments at home and 
abroad, caused some uneasiness and damped in- 
terest in buying. February and March brought a 


general feeling of economic uncertainty, and the 
Stock Exchange reacted in a more listless mood 
than had been the case for a long time. Prices 
slackened almost steadily, and at times the decline 
looked like a slump. One of the chief reasons 
for this development must be found in the agree- 
ment on credit restrictions which the Riksbank 
and the commercial banks concluded with a view 
to combating inflation. This tightening of credit 
actually means an end to borrowing on shares, 
and the Stock Exchange could only be apprehen- 
sive of the consequences. Considerations of this 
kind during the current tax collection period, 
together with fears of a deflationary effect of 
the credit restrictions, resulted in a glut of offers. 
Additional reasons for the deterioration in the 
price level were no doubt such unfavourable 
factors as the drastic fall in prices at foreign 
stock exchanges, price ceilings on pulp, uncertain 
conditions in the export markets, heavier com- 
petition from foreign engineering industries, and 
Government plans to limit the right of a com- 
pany to determine entirely on its own the extent 
of depreciation for taxation purposes. Shares in 
wood and wood pulp industries were among the 
principal victims of the fall in prices, but also 
the engineering industries and the shipyards 
suffered considerably. During the period con- 
cerned, prices probably dropped by about 15 per 
cent., on an average. 

In the middle of March the Stock Exchange 
stabilized itself. The lower price ijevel attracted 
buyers, and the earlier price fall was followed by 
a marked recovery. 

From December 15, 1951, to March 15, 1952, 
prices actually dropped by 11.6 per cent. for the 
home market industry, 10.8 per cent. for other 
industries, and 11.4 per cent. for banks. As 
shown in the accompanying table, yields on shares 
in per cent. of market prices have often risen 
to nearly 5 per cent. 

1951 1952 
Nov.15 Dec.15 Jan.15 Febr.15 March 15 


5 wood-processing com- 

DADIES ty, ge tes eh ee el 3.2 3.2 eee 3.8 
2 combined wood and 

iron industries. . . 3.1 ae ain 3-4 3.6 
5 exporting engineering 

COMpanies 5. » 44 4.4 4.4 4.5 4.9 
A Bigebanks, «19. . 442 4.2 4.1 4.4 4.9 
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The following new issues and bonus issues 
were made by major companies during the period 
under review: 


New Issues 


AB Atlas Diesel 1 share for 3 old ones,at 140%, 5.08 mill. kr. 


Bonus Issues 
AB Svenska Amerika 


NGinienweme meaner a. 1 share for 4 old ones, 4.2 mill. kr. 
Abe lndustuivardenen eile) e250 5.0 2 
ANB gies IDI 5 5 Th YD BP Be vy 7.62 md 


In addition, 539,200 shares in Boliden Gruv 


AB were placed on the market by Skandinaviska 
Banken at a price of 125 kronor per share, the 
shareholders of Skandinaviska Banken having 
been given the right to purchase two Boliden 
shares for each three shares held in the Bank. 
The issue started well with purchase rights 
selling at 7 kronor, but these also shared the fate 
of the general slackening of prices. At the end 
of the subscription period the purchase rights 
were dealt in at 2 to 3 kronor. Practically the 
whole lot offered then found buyers. 


The Bond Market. As has been mentioned 
above, under “Credit Market”, the Government 
floated a three-year 2?/, % loan and a five-year 
3 % loan to absorb the surplus money of the 
commercial banks. In addition, some mortgage 
institutions have started to sell new major loans 
with interest rates adapted to the increase from 
3 to 3'/2 % in the rates of gilt-edged bonds. For 
the rest, new issues were scarce during the 
quarter under review. The major loans are listed 
below. ; 


New Issues during First Quarter of 1952 


Rate of Amount Price of 

Interest, of Issue, Issue, 
% mill. kr. % 
Swedish Government .... 23/4 = 100 
> > : 3 =) 100 
Sw. Mortgage Bank Apu Sa 100 ?) 
Residential Mortg. Bank . . . 37/2 50 ) 
Hammarforsens Kraft AB. . . 37/2 16 100 
Yngeredsfors Kraft AB... . 3'/2 6 100 
AB Kanthal. Reg. certificates . 4 6 99 

) No fixed amount. — 7) Placed privately. 


Inteckningsbanken AB has given notice of 
redemption effective January 15, 1953, without 
option to convert, for their 1918 3'/2 % loan, of 
which about 9 million kronor are outstanding. 

Prices have recently been slackening somewhat, 
but there was a weak turnover. The Riksbank 
apparently maintained some contact with the 
market without engaging in systematic supporting 
purchases. By March 15 the actual yield on 3 % 
gilt-edged loans was between 31/4 and 3'/s %, 
and for short-term 3 % industrial loans slightly 
over 31/2 %. The price level of 3'/2 % loans 
was approximately 98 %. There was a slight in- 
crease in yields also on short-term bonds. 


Interest Yield on Short-Term Loans 


Oct. June Dec. Mar. June Dec. Mar. 
aie 15, 15, 15, 15, 15, 15, 
1948 1950 1950 1951 1951 1951 1952 
Shortdated bonds: Per cent. 
I year. . . 2.60 1.65 ‘3.70 “950° 280 290° Jace 
2‘/2 years . .280 2.50 3.25 2.80 2.90 2.50 2.75 
Longerperiods 3.15 2.50- 3.35 3.10 3.25 2.90 3.00 
2.5 
Treasury bills: = 
Up to 3 
months’, . ¥.§ 1.0 2.0 2.0 1.9 2.0 2.0 
Day-to-day loans: 
I day’s notice 2.0 1.5 2.5 2.5 2.5 2.5 2.5 


10 days’ > 2.5 
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Some Statistical Data Concerning Sweden’s Economic Position. 


I. The Riksbank. (Amounts in million kr.) 
re 


Assets “ Liabilities 
t the ; | | 
BA of Gold and ses Seow Reserves Bends and Domestic Nave Foreign Deposits at Sight . 
4 Gold? Becharhe*| Total |Treasury Bills Bills Circulation Debt State onus Other Total 
| 

938 I 332 834 2 166 106 I 1 061 84 418 428 8 
947 379 510 889 2747 Fy 2 895 165 031 197 7 899 
948 2 41] 7O1 3 317 3 3113 96 679 358 101 113 
949 302 954 1 316 3 184 2 3 288 126 467 361 79 907 
950 465 gz0 1 385 3 443 21 3513 232 S11 312 44 867 
O51 785 1 594 2 379 2 821 21 4 090 = 528 522 I 110 

IQ5T | £952 | 1951 | 1952\ 1957 1952 | IQST | T952 | TOSI | 1952) IQ5I | 1952 | 1951 | 1952| 1QST | 1952\ 1951| 1952) 1951) 1952| 1951\ 1952 
an. 484| 927) 871/1 553) 1 355|2480 3 425 2661| 21 | 20 || 3336/3 889| 282 | —| 568 | 785 | 336|424 | 51] 26| 9 61 235 
febr. | §60/ 1092! 779|1 365) 1339/2457) 3018/2559] 21 | 20 | 3363/3895) 368 | —| 465 |769 | 478) 319 | 43) 29| 987\1117 
March! 588) 1109} 923 /1 304) 1511) 2413) 3556/2439| 21 20 | 3 355|3919| 463 | —| 731 |866 | 263| 55 | 26) 29/1020) 950 
\pril | 640 741 1 381 | 3.596 22 3 458 431 ae 352 53 861 
May 3 [ I 429 3778 22 3 407 519 8 351 71 | I 110 
une 667 86, | 1553 3718 23) 3 530 410 605 476 | 54 | 1135 
uly 666 | 980 | 1647 3526 39 3 482 298 636 437 go 1 164 
hug. | 665 822 1 487 3 454. 43 3577 26, 59 551 72 1 082 
sept. 664 955 1619 3 352| 42 | 3 637 J2 22 288 55 1165 
Yet. 692 1 281 | 1973 3.054 25 3755 — 529 625 8 I 202 
Joy. | 704 I 422 2126 3,129 26 3 823 — 859 509 I 1 428 
dec. 785 1 594 | 2379 | 2 821 21 4 090 — 528 522 60 I 110 
* Market value. — * Gross claims on foreign countries. 


II. Commercial Banks. (Amounts in million kr.) 


| | Distribution of Loans by Forms 


t the Swedish sland : = —__—— , Surplus ot | Net Claims of securities (in %) 
ad of Cash Bonds * Domestic | Thereof | Total Deposits Advances | ee Personal ' Bonde ment 
Bills | Redisc. | Advances | | Mortgages| Grantee Shares chandise, &e 
938 601 190 1 163 ° 4254 4041 213 — 40 Wigs 13.8 15.3 12.6 
14 (33 533 1745 5; 7 937 7 290 647 — 293 .0 19.2 7:3 13.5 
4 2 717 yh fo) 7 830 3 490 340 —300 59.0 19.2 7.7 14.1 
949 6 1271 1 820 _ 7925 «| 258 —283 —28) 58.5 20,2 7.0 14.3 
350 681 T107ees a2 120 — 9065 | 8779 | 286 —453 58.8 20.9 6.6 13.7 
351 936 1 849 2 641 _ 9 990 10 282 —215 —s9l 57.8 20.9 6.4 Taigu 4 
TQ51\1952| 1951 | 1952 | 1951 | 1952 IQS I9S2\ IQST | 1952 | 1951 | 1952 | 19§1| 19§2| 1951 | 1952\ 1957 1952| IQS! 1952\1951|1952| 1951| 1952 | 
ie. fh. 7 oa ty Tt ere ees = iets home 
. 1640 | 769 | 1 060] 1 982] 2157} 2647; —| —|9214|10067| 8 890|/10279| 324) -212|—503/—597| 58°5 | $7.9 21.2 (20.8, 6'5| 6.3] 13.8] 15.0 
er. a es I 330] 2 505 ioe, 2642, —| —| 9 238| 9 996| 9 268|1c669|—30) -673|—547\—534| 58.7 | $8.1) 21.1 | 20.6) 6.4.) 6.3 13.8 | 15.0 
arch | 552 118) 2 334 — 19559 | 9070 | 489 | 659) 58.4 21.0 | | 6.3 14.3 
il | 66 1281 2 423, a 9 652 9 226 | 426 |—748) | 58.2 21,2 | 6.3 | 14.3 
a ae 1136 aioe ~ 9711 (9251 460 —621| 58.0 21.4 | | 6.1 14.5 
ne | 806 1 238 2 527| — 9725 9 535) 190 —578 58.7 20.8 | 6.1 | 14.4 | 
ly 1 478 2 536 — 19713 |9 631 82 —556) 59.0 19.9 | 6.1 15.0 
4 Sti I $38 2 Be — 9 O45 10113 -468 —498 59-3 20.0 | 6.1 14.6 | 
spt. | 5' 1 706 2 580 = 9 882 9 930 —48 —516 58.5 20.1 | 6.1 15.3 | 
4 5 1971 2 609 — (9978 10453 —475 —606) 58.2 20.5 | ; Ox | 15.2 | 
a 2 eb 2 642 — |10063 10430 —367 —642) | 57.7 | 20.7 6.2 | 15.4 
ec, | 936 1 849 2 641 — / 9992 10282 -215 —5g1 | 57.8 | 20.9 6.4 14.9 | 


“Including Treasury Bills. — * Within the country. 
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Ill. Other Credit Institutions. Stock Exchange. 


] ; 
Deposits | f : 2 |Turnover at the Stock-| Sh index 7 
Saas at the Cae oa ees lies |holm Stock Exchange* ei = / 
ee poeariae a the hae Govt. Tadusiiall eee Sh | Hame Othe . 
Month} Deposits? | Advances*| Bonds* Bank* Riksbank nahi Loans Loans | oe ‘ <r | tedecianesl Indust 
Million kr. | Million kr. | Million kr.| Million kr.) Million kr.| Million kr. % % | 1000 kr. | 1000 kr. i 
1 380 24 986 2.32 2.92 243 931 161 16 
te 3 : He I a I oe ce 32 a ee 3.05 3.10 2 283 786 181 249 
| foie bec tee a 1 923 83 769 142 062 3.09 3.33 1 266 462 156 228 
iad ae a ; gil 2 083 38 648 157 383 3.04 3.02 429 6 154 2 
Be E 6 37 2143 109 313 167 415 3.16 3-10 35 763 175 2 
1950 7 437 994 ag 140 126 203 CO9 3.27 3.40 64 787 190 30 
1951 7 802 7 341 820 2 325 49 2 
= ie) 
1951 | 1952| 1951 | 1952| 1951| 1952 | 1951 | 1952| 1957 | 1952 | 1957 | 1952 1951 1952 1951|1952) 195T |1952 |FOST 1952) 1951 \1952| 1951 iM 
ey a | | { 
| / | Cc 
: . : 2 154|2 363/11932|16701| 16 941/22 476] 3.33| 3.23, 3-53| 3-32, 555 169 1101 768) 194) 194) 329) 3% 
Heer . : : ore ae A ealveae prereset 3-31| 3-24] 3-37| 3-37, 226) 1841/1274, 193 188) 349 
March | 7 720 7 092 855 2 168 11373/|15829| 17 444| 3.24) 3.28) 3-33| 3-55, 817) 270 890) 961 = Oy 3 
il : : ; 21 111 13 065 3.25 3.36 2755 723 187} | 342 
Mey . . : nis pe 21357 3.29 | 3.52 1 674, 859) 189 | 356 
June | 7719 7 158 820 2 187 11971 14271 3-29 3.55 552 594 185 349 
] . . 221 12 | 18 473} | 3.28 | 3.54 | 154 585 | 184| 347 
Dee : : : 2 230 tigie | 15 529 3-27 3-39 ) 186 799 190) 374 
Sept. | 7 806 7251 813 2250 12287 | 17 724 3.23 3.34 223 652) | 194| 391 
| Oct. : : 2272 13557 | 15 252 3.23 | 3-31 201 782) | 193 304 
Nov : . : 2 283 14956 22 026 | 3.23 | 3-27 184 | | 192| 38 
| Dec 7 802 7 341 820 2 325 15259 16 742 3.23 3.31 239 | | 192| 37 
1 At the end of each year or month. — ? Calculated on market prices at middle of months. The yearly figures represent averages of the mont 
figures. — 3 Averages per Stock Exchange business day. 
IV. Other Statistical Data. 
| : A Whole Sale Price Index 
oe National Debt Foreign . Trade Tale paeseier, (1935 = 100) 3 Cost of ‘Waggon I 
; | ment in | ; = te ‘age —) 
or Export (+) duction lthe Trade| Living | Kilometrey 
Month Total eg Imports | Exports | or Import Index Uaiecat Import Export | All Index 3 | of Loade 
es (—) Surplus}1935 = 100) Goods | Goods Goods (1935=100) Trucks 
Million kr. | Million kr, |Million kr.|Million kr.) Million kr % 
1938 2 566 2 443 2 082 1 843 — 239° 123 10.9 III 120 III 106 | 
1947 I1 287 8 931 5220 | 3240 — 1980 172 2.8 26, 254 199 156 
1948 11 598 8944 4945 | 3979 | — 966 183 2.8 27 285 z1 10 
1949 12 055 8714 333 4250 eae 85 190 2.7 27 253 21 160 
1950 12 464 8 949 102 § 707 — 395 197 2.2 332 314 227 168 
1951 12 823 9 037 g 188 Q 207 + 19 205 1.6 432 562 299 192 . 
LOST | 1952 ag27 1952 | 1951\1952) 1951\1952| 195r | 1952 IQSI\1952) 195I|1952| 1951 1952 IQSI\ 1952 1951 \1952 1951|1952 IQ5r 5 
Jan. | 12 259] 12 679| 8974/9 242) 692 | 877 | 516| goo|—176] 4.23 sates 2 ° | 61 6 66 | | 
Rebs, | 12734] 13 198) 8973|9 443) 662) 799| 455| 710|—207| —¥9| 207, | 2.4| | 421427 | €33| 5901 278 | 300. Beg 
: 4 | 423 | 42 2 20 ee] 127. 
Dae? one ad 549| | 132 214; | 2.9 peed Bama ase RS bas if a 
Aen 2 422 eee 788 OF —I5 216 1.7 450 567 | 297 143. 
Tine 12 a ae aie os pas any It 450 | 57t 302 . | 128. 
4 g 000 886 1049 + 163 213 Lat | 448 | 566 | 305 | 195 132.9 
Nees i ye ee 746|  |— 22 46] | 14} | 43o| | s92| | gos] | 119.8 
Sept. | 12 567 8 733 af Wey, 79 | 197 | 1.2 427 | 575 | 304 : 129.3 
Oct tra bo8 a : hall as 2irj} | Og| =| 422] 575 304) | 200, | 133.2 
eles c: 9 814 945 +131 21 ee rae a ee | 
Ber [12835 [898 | 76| | oa] [tray] ai] |] age] | See] tea) ee ame 
/ g2i pet | 213 | 3.6 | 429 | $92 | | 318 | 204 122.6 
* At the end otf each year or month. — ? Th : ‘ | 
t ; : nth. e yearly figures up to and includi 8 a i din 
S ee of Swedish Industries. — 2 The enacted ieee Pane Ab, ate: to the Board of Trade, the other accor lin 


onthly figures. — ‘4 Million kilometres per mol 


Kungl. 


Boker. Sthii 
52044 | 


SKANDINAVISKA BANKEN 


AKTIEBOLAG 


Statement of Condition February, 29%, 1952 


Azo el S 
Cash in hand and with the Riksbank ............ 121.792.526 
Sueur Lreteury: i eG ko 7. Gee we ee Se 622.478.872 
ESE Ss ere ae ee 2.489.125.0567 
Sweuen Danks and Savines Banks... . 6°. sss te ws 37-314.682 
RNR MS ete og ed Les ae evi iv as ba 63.753-106 
NES IMEE eg ho ey idee oboe Ge 86) uy Sed vas 9.266.847 
ye | ae are ot sene se eae «, a be 61.760.424 
Buildings, Furniture and Figtnets Renmin td te ge et Pate; gece. <0) 5 29.065.312 


Kr. 3.434-550.826 


PIA GILLES 


Bills at sight in circulation (»postremiss» bills)... ...... 21.5, 42.071 
AOS er Fre Nees on igs og Ss 2.782.797.5673 
Swedish Banks ard Savings Banks rene rc ae ee ee 46.865.244 
Dames Ours Ge sc, 8 ce a hee ene aly ds 206.770.922 
os a hr ian, ae aa ee "yale Per a eee 131.581.016 
are Camara Fle ge ss ue B02 t one) s&s 6 $14.050,000 

Oy le: ee ee a ee sia ay 150.350.600 245.000.000 


Kr. 3.434-550.826 
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Branch Network of us 
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SKANDINAVISKA BANKEN y 
Bolidene _ 


© Goteborg, Stockholm, Malmé (Principal Offices) Skellefted 
r) Place with 10000 —90 000 inhabitants 


” ” ” 


° less than 10000 
In allz1o branches at 163 different places. 
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